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The financially ailing transportation company Transportes Maritimos Mexicanos (TMM) has
reached an agreement to sell its share in railroad subsidiary Transportacion Ferroviaria Mexican
(TFM) to US partner Kansas City Southern Industries (KCS) for US$200 million in cash and 18
million in shares of stock. TFM is Mexico's largest rail company, accounting for 40% of all cargo
shipped in the country and 75% of Mexican rail shipments to the US. The rail company was formed
in 1996 when TMM and KCS obtained a concession to operate the northeast routes of Ferrocarriles
Mexicanos (FERRONALES), the former state-run rail company (see SourceMex, 1996-12-11).
The transaction in effect would give KCS control over TFM and allow the US railroad company
to consolidate its Kansas City Southern Railroad, Texas-Mexican Railroad, and TFM operations
into a single entity known as NAFTA Rail. "Common control of these three railroads...will enhance
competition and give shippers in the NAFTA trade corridor a strong transportation alternative," said
KCS chief executive officer Michael Haverty. Under the plan, NAFTA Rail would be headquartered
at KCS' headquarters in Kansas City, Missouri, but the new company would continue to manage
operations for TFM from Mexico City and Tex-Mex from Laredo, Texas.
The merger seeks to take advantage of a gradual increase in rail shipments of Mexican products to
the US market. Rail companies now account for 15% of all cargo shipments to the US, which totals
US$30 billion annually. In comparison, rail companies accounted for only 10% of cargo shipments
to the US in the early to mid-1990s. The change is attributed in part to investments brought to the
rail industry after the privatization of FERRONALES, with private owners strongly emphasizing
upgrades of tracks, equipment, and computer systems.
Terms of the merger would give Grupo TMM, through a subsidiary, 18 million shares of NAFTA
Rail, equivalent to a 22% ownership in the new company.

Deal may violate Mexican anti-monopoly, investment laws
KCS is seeking to acquire the 20% share of TFM that remains in Mexican hands, reportedly for
about US$480 million. President Vicente Fox's administration is likely to consider the offer if
government regulatory agencies deem the transaction legal. The deal must still undergo review from
the anti-monopoly agency Comision Federal de Competencia (CFC) and the Comision Nacional de
Inversiones Extranjeras (CNIE), which ensures that any foreign investments in Mexico comply with
the constitutional mandate that any company considered part of a strategic industry remain at least
51% in the hands of Mexican interests. "The foreign participation in TFM seems to surpass 50%,"
said deputy transportation secretary Aaron Dychter Poltorek.
But Dychter said this determination must be made by CNIE. Another question surrounding the
sale is whether the TFM- KCS merger would inhibit competition, which is a matter to be considered
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by the CFC. The anti-monopoly agency has already ruled against one rail merger, the proposed
fusion of Ferrocarril Mexicano (FERROMEX) and Ferrocarril del Sureste (FERROSUR) in May
2002. In rejecting the merger, the CFC said the fusion would inhibit competition, reduce options
for shippers, and increase costs (see SourceMex, 2002-05-02). "How ironic that just a year ago, Jose
Serrano and TFM were preparing to challenge the merger of FERROMEX and FERROSUR," said
Alberto Aguilar, a financial columnist at the Mexico City daily newspaper Reforma.
Communications and Transportation Secretary Pedro Cerisola y Weber said the transfer of a large
share of ownership in TFM to a US company may also violate the norms established under the
Ley Reglamentaria del Servicio Ferroviario. These norms also stipulate that foreign ownership in
Mexican railroads should not surpass 49%.
Some observers said TMM and KCS concluded the transaction without involving its minority
partner, the Mexican government. "Curiously, the government was not informed of the possible
transaction," said the weekly news magazine Epoca. "It won't be until a week after it was announced
that TMM executives will offer details at a meeting with Cerisola."
The transaction has raised some red flags in the Mexican Congress, with opposition legislators
calling on the Fox administration to prevent KCS from taking over TFM. Deputy Francisco Patino
of the center-left Partido de la Revolucion Democratica (PRD) said recent legal reforms approved
by the Chamber of Deputies are designed to prevent any one company from gaining a dominant
position in any market. "This means that any of the other rail companies could file a challenge to the
transaction before the CFC," said Patino.
Some legislators, particularly members of Fox's pro- business Partido Accion Nacional (PAN),
have voiced support for the merger. "This transaction is positive because it would allow us to
reduce transportation costs for Mexican exports," said PAN Deputy Emilio Goicochea. In the
upper house, PRI Sen. Mariano Gonzalez Zarur said he did not question the "legitimate right"
of two associated companies to modify their relationship. "But the transaction could put at risk a
government concession that was awarded originally to Mexican business interests," said Gonzalez.
In the US, the transaction also requires the approval of the US Surface Transportation Board
because it places KCS and Tex-Mex under the control of a single entity. Financial aspects of
transaction come into question Financial analysts at US brokerage houses Bear Sterns, Credit Suisse
First Boston, and ING said KCS is taking a huge financial risk in acquiring TFM. They said the US
rail company has not specified how it will raise the US$200 million to acquire control of TFM. This
question must be answered, they said, especially because KCS faces short-term debts totaling US
$583 million.
The transaction is considered a good deal from the standpoint of TMM, which had to raise funds
to pay down its huge debt. This includes a bond payment of US$177 million, which TMM had tried
unsuccessfully to renegotiate and which is due in May. TMM is also attempting to raise funds by
forcing the government to refund about US$900 million in taxes, which it says the government
collected improperly. In addition to selling its assets to KCS, TMM announced deals in early April to
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sell its 51% share in Transportacion Maritima Mexicana Puertos y Terminales (TMMPT) for US$120
million.
The sale includes the company's operations at the ports of Manzanillo on the Pacific Coast, Cozumel
and Progreso on the Caribbean, and Veracruz on the Gulf of Mexico. TMM will retain control of its
operations at the ports of Acapulco on the Pacific Ocean and Tuxpan on the Gulf of Mexico. Serrano
said the sale of its interests in the four ports will allow TMM to reacquire about US$87 million in
bank debt.
Analysts said the sale of the port and rail assets have reduced TMM to a tiny player in the Mexican
transportation sector, a strong contrast to the company's dominant roll during the 1990s. "[TMM]
has withered," said analyst Ignacio Ponce de Leon of J.P. Morgan Securities. (Sources: Spanish news
service EFE, 04/15/03; Reuters, 04/20/03; Agencia de noticias Proceso, 04/21/03, 04/22/03; The New
York Times, The Dallas Morning News, 04/22/03; La Cronica de Hoy, El Sol de Mexico, 04/22/03,
04/23/03; La Jornada, 04/22/03, 04/24/03; Reforma, 04/15/03, 04/22-24/03, 04/26/03; El Financiero,
04/15/03, 04/22/03, 04/24/03; Notimex, 04/21/03, 04/28/03; Epoca, 04/28/03; Milenio Diario, 04/15/03,
04/22/03, 04/23/03, 04/25/03, 04/29/03, 04/30/03; El Universal, 04/22/03, 04/23/03, 04/30/03)
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